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Introduction
The role of current account imbalances in the global financial crisis and more recently in the euro area sovereign debt crisis is widely debated (e.g. Obstfeld, 2012; Chinn, 2013; Chen et al., 2012) .
Some authors go as far as seeing global imbalances prior to the crisis as the main cause of the crisis (e.g. Portes, 2009; King, 2009) , while others take a more nuanced view and suggest that the root causes of the global current account imbalances and the financial crisis coincide (Obstfeld and Rogoff, 2010) . 1 One such potential root cause is financial deregulation. Several authors have pointed to a link between financial deregulation and the crisis (e.g. Stiglitz, 2010; Keys et al. 2010 ), but the relationship between financial deregulation and current account imbalances has received little attention to date. Our main contribution in this paper is to take a step towards filling this gap by providing a thorough empirical analysis. Better understanding the link between financial regulation and the current account can help inform the current policy discussions both on the design of more robust regulatory frameworks of domestic and international financial markets and on how to better monitor and prevent global or regional imbalances.
2,3
To empirically investigate this link our approach builds on and contributes to the large liter- Model Averaging (BMA) techniques to account for model and parameter uncertainty. BMA allows examining a large number of potential models, weighting each one according to a fitness criterion, and providing a probability distribution for each coefficient estimate.
1 Current account imbalances are not necessarily "bad" as they can reflect the optimal allocation of capital across time and space. However, they can also be symptoms of underlying domestic distortions, such as deficient financial market regulation, and spillover effects, for example arising from a sudden stop in deficit countries, can suggest a role for multilateral surveillance (Blanchard and Milesi-Ferretti, 2012 ). 2 Examples of efforts to better monitor imbalances are the recent establishment of the G-20 Mutual Assessment
Process (MAP) and the EU's Macroeconomic Imbalance Procedure (MIP). 3 While global imbalances have narrowed after the crisis, a substantial part of the reduction is likely due to cyclical factors, as demand has contracted more in deficit countries than in surplus countries. Once cyclical conditions normalise global imbalances are likely to widen again (e.g. OECD, 2013).
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In this paper, we also use BMA techniques but extend the approach in Ca' Zorzi et al. (2012a) by considering a dynamic panel data setting and allowing for unobserved country-specific heterogeneity correlated with the regressors (e.g. Moral-Benito, 2012). By using a dynamic panel we allow for persistence in current account estimations, which is supported both from a theoretical standpoint, e.g. through habit formation in the consumption/saving behaviour (Bussiere et We pay particular attention the the relationship between financial (de-)regulation and the current account. This relationship is theoretically, ambiguous. On the one hand, traditionally financial deregulation has been viewed to deepen financial markets, reduce transaction costs and facilitate risk management. This may encourage saving (e.g. Edwards, 1996; McKinnon, 1973; Shaw, 1973) , and hence tends to raise the current account balance. On the other hand, financial deregulation may relax liquidity constraints, which could reduce the need for precautionary saving (Mendoza et al., 2009 ) and could fuel credit driven consumption and investment growth, and hence reduce the current account balance (Ferrero, 2012; Borio and Disyatat, 2011) . Which of these two effects dominates is therefore an empirical question.
Our results suggest that financial (de-)regulation is a robust determinant of the current account even after controlling for a wide range of competing theories and that the direction of the effect may depend on the particular area of deregulation. In particular, we find that the removal of bank entry barriers is negatively associated with the current account, consistent with the liquidity constraints view of financial deregulation. In contrast, we find that deregulating securities markets and privatizing banks tends to raise the current account balance. Hence, these aspects of deregulation seem to be more closely related to the saving enhancing view of financial deregulation, for example through a greater supply of and more sophisticated saving products. Our results therefore highlight the need to take a more nuanced view on financial deregulation, as different aspects can affect the current account in opposite ways.
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The remainder of the paper is organized as follows. In section 2, we discuss the potential determinants of current account with special emphasis on financial regulation. Section 3 outlines the econometric methodology that combines BMA with a correlated-random-effects panel estimator.
Section 4 presents and discusses the results. Finally, section 5 concludes.
2 Potential determinants of current account balances
Financial development and regulation
Financial (de-)regulation can affect the current account through the impact on saving and investment decisions.
The impact of financial (de-)regulation on investment is rather uncontroversial: by enhancing financial market development, financial deregulation is associated with higher investment (e.g. Levine, 2005 The effect of financial (de-)regulation on saving is theoretically ambiguous. The early literature has stressed the role of higher real interest rates following financial liberalization to mobilize savings (McKinnon, 1973; Shaw, 1973) . Apart from interest rate effects, financial deregulation could more broadly improve saving opportunities by reducing transaction costs, facilitating risk management, improving risk-return trade-offs and offering a wider range of saving instruments. Edwards (1996) provides empirical support for a positive effect on savings. However, financial deregulation also involves easing liquidity constraints of households and (small) firms. This could reduce the need for precautionary saving (Mendoza et al., 2009 ) and increase consumption of previously liquidity constraint private agents (Bayoumi, 1993; Jappelli and Pagano, 1994; Bandiera et al., 2000) . Given the ambiguous effect of financial regulation on saving, its impact on the current account is also ambiguous.
The literature linking financial regulation to the current account is still thin. Ferrero (2012) and Borio and Disyatat (2011) argue that financial deregulation prior to the crisis eased borrowing constraints which contributed to credit and asset price booms and the build-up of global imbalances. The empirical studies above use an aggregate index of financial reform based on Abiad et al.
(2010). We also employ this index but instead focus on the disaggregated components to allow for a more nuanced analysis. In particular, we use the following items: i) credit controls and excessively high reserve requirements; ii) bank entry barriers; iii) privatisation of the banking sector; iv) prudential regulations and supervision of the banking sector and v) securities market regulation. Our empirical results below show that this more nuanced analysis provides important new insights as different aspects of financial regulation can have opposing effects on the current account.
In contrast to financial regulation, the broader concept of financial development has received wider attention as an explanation for the build-up of global imbalances prior to the crisis. In particular, the "saving glut" hypothesis (Bernanke, 2005; Clarida 2005 ) states that underdeveloped financial markets, especially in China and other emerging Asian economies', have contributed to excess savings, for example because of a higher need for precautionary savings or a lack of investment opportunities.
These excess savings flew to the highly developed US financial market. According to this view, greater financial development may contribute to receding global imbalances. Empirically, the saving glut hypothesis hence implies a negative correlation between measures of financial development and the current account.
Evidence supporting the saving glut hypothesis is at best mixed. Chinn and Ito (2007, 2008a) find that financial development, proxied with the private credit-to-GDP-ratio, leads to higher sav- We contribute to this literature by focussing on financial (de-)regulation, which is an important determinant of financial development. In addition, we believe that this focus has at least two advantages. First, standard indicators of financial development, such as credit to the private sector, are likely to be endogenous to saving and investment decisions and hence the current account. Regulatory settings are less likely to suffer from endogeneity, though not fully independent of wider economic conditions. Second, as regulations are under the control of policy makers, our results bear direct policy implications. In our empirical analysis we nevertheless also include measures of financial development to control for aspects of financial market development that are unrelated to regulatory settings (see Table A1 ).
Other factors
Besides financial markets characteristics a large range of determinants have been suggested in the literature. In the following, we only briefly revisit some theoretical considerations underlying these factors. A more comprehensive discussion of the theories can be found for example in Chinn and Prasad (2003) . Table A1 summarizes the specific variables included in our empirical analysis.
Initial net foreign asset position. A higher initial net asset position is associated with positive investment income flows which improve the current account. On the other hand a highly indebted country may have to eventually improve its current account position to preserve solvency. Hence the theoretically expected sign is ambiguous. However, the vast majority of empirical studies find a positive link.
Demographic factors influence mainly the saving behaviour of an economy. The life-cycle hypothesis for instance suggests that savings are accumulated during the working age while younger and older age cohorts generally dissave. Thus a country with a high old and/or young age dependency ratio should generally be expected to save relatively less.
Oil dependency. Higher oil prices improve the current account balance of oil exporters while they reduce the balance of oil importers. The oil trade balance is generally included in regressions to allow the effect of oil prices to differ across countries and the sign is expected to be positive.
Fiscal policy. In the absence of full Ricardian equivalence, i.e. when changes in private and public saving do not fully offset each other, higher budget deficits reduce overall domestic saving and thus the current account balance.
Stages of economic development. Countries with low income are expected to run current account deficits due to low saving and high investment growth during the convergence process to 6 higher income per capita levels. Thus the relationship between relative income and the current account should be positive. To allow for non-linearities, a squared term is frequently included in the regressions with a theoretically ambiguous sign. The effect of GDP growth on saving is ambiguous and depends inter alia on whether the associated increase in income is perceived as temporary or permanent and the degree of consumption smoothing of economic agents. Higher growth rates resulting from productivity gains may also raise expected asset returns leading to higher investment.
Most empirical studies find a negative link between GDP growth and the current account.
Trade. Trade openness is commonly used in the literature as a proxy for barriers to trade and may be correlated with other attributes that make a country attractive to foreign capital. The majority of empirical studies find a positive link. In addition, changes in terms of trade may affect saving if the shock is perceived to be transitory. In this case consumption-smoothing households would adjust their saving in response to the transitory change in real income.
Institutional and regulatory quality. Improving the quality of the legal and regulatory system should in general boost investment and thus lead to a reduction in the current account balance. 4 We also include a measure of labour market regulations with a theoretically ambiguous sign on savings and investment and hence the current account (Kerdrain et al., 2010). . 5 As more stringent job protection reduces the probability of job loss, but also lengthens the expected unemployment spell after dismissal, the impact on precautionary savings is ambiguous. Stricter employment protection may raise total operating cost and hence discourage investment but could also induce firms to substitute capital for labour.
and unbalanced panel of 77 countries. Since the results remain basically unaltered, we think that our sample selection is not a major cause of concern.
In line with the literature, most variables are expressed as deviations from a weighted average of foreign trading partners, since the current account balance of one country is not only affected by domestic determinants but also by developments in the rest of the world. Further in line with previous approaches, we use 10-year non-overlapping averages of the annual observations in the baseline to filter out cyclical movements and focus on medium-term developments. Given our sample, the use of 10-year periods guarantees the availability of 3 time-series observations per country. In the robustness section we also allow for different temporal aggregation windows.
Econometric specification
The general dynamic current account model typically considered in the literature is given by (e.g.
Ca' Zorzi et al., 2012a):
where subscripts i and t denote country and time, CA it refers to the current account balance as a share of GDP, and x it is a k × 1 vector of current account determinants. 7 η i captures time-invariant unobserved heterogeneity at the country level potentially correlated with the x regressors, and it represents the serially uncorrelated transitory component of the error term. 8 Finally, α and β refer to a scalar and a k × 1 vector of unknown coefficients respectively. Section 3.4 and Appendix A.1 provide more details on this specification and our identification strategy, respectively.
Model uncertainty
Model uncertainty hampers consensus on the current account determinants to be included in the x vector. Intuitively, model uncertainty acknowledges that competing economic theories or models exist to explain the same phenomenon without consensus about the 'true' model. Ignoring such model uncertainty can result in biased parameter estimates, overconfident (too narrow) standard errors and misleading inference and predictions (Draper, 1995) . The most popular alternative for 6 We assume that the first lag of the dependent variable is enough to capture the current account dynamics, given that we consider data at 5-and 10-year intervals. 7 Given our estimation approach, regressors without time variation can also be embeded in the x vector (see Appendix A.1 for more details). 
Dynamics and unobserved heterogeneity
As discussed above, Ca' Zorzi et al. (2012a) focus on the static version of equation (1) within the BMA setting; thus, the authors implicitly assume that current account dynamics are absent beyond the 10-year frequency. In contrast, we allow for persistence in current accounts beyond 10-year periods and find that the coefficient on the lagged dependent variable is "statistically significant" according to the Bayesian robustness check used in this paper. Turning to the issue of unobserved heterogeneity, several papers in the literature argue against the use of country-specific effects (η i ) on the grounds that this approach ignores the between-country variation, which represents most of the variation in current accounts and their determinants (e.g
Chinn and Prasad, 2003; Ca' Zorzi et al., 2012a). While this is true if one considers the standard fixed-effects OLS estimator, the correlated-random-effects estimator employed here exploits both within-and between-country variation, and it also allows including country-specific effects. Indeed, the use of between-country variation by this estimator also allows investigating the effect on current accounts of structural variables with little (or no) variation over time in a panel setting with countryspecific effects. In Appendix A.1 we provide more details on this estimator.
All in all, we allow for persistence in current account dynamics beyond the 10-year window, and we also accommodate unobserved country-specific heterogeneity in current account developments. We argue that ignoring persistence and/or unobserved heterogeneity would result in biased estimates of the effects of interest.
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Crucially, the correlated-random-effects estimator described in Appendix A.1 is a maximum likelihood estimator; the availability of such a likelihood function allows us to combine the aforementioned estimator with BMA in order to address uncertainty in the selection of the variables to include in the x vector.
As a final remark, we acknowledge an important limitation of the dynamic panel estimator considered in this paper. While it allows us to accommodate regressors' endogeneity with respect to the permanent component of the error term (i.e. the country-specific effects), it is based on the assumption that the right-hand-side variables are exogenous with respect to transitory shocks; hence, feedback from current account developments to the regressors is not allowed. For instance, persistent current account deficits driven by a booming economy might exert pressures on regulators to relax regulations; given our identification strategy, we implicitly rule out this possibility. Despite its relevance, this issue is typically neglected in the literature mainly due to the lack of readily available instrumental variables (Chinn and Prasad, 2003) . The reason is that it is difficult to find a set of variables related to the current account determinants but not directly related to the current account.
Moreover, lagged levels of the regressors are only weak instruments for their first differences given the persistence of most aggregate variables. Therefore, we see the issue of reverse causality in this setting as a challenging topic for future research.
11 10 We are aware that the inclusion of the lagged current account as well as country-specific effects in the empirical model might be a controversial issue when estimating current account benchmarks or "norms" (IMF, 2013). However, our focus here is on estimating the effects of the determinants of current accounts which may be biased if we ignored persistence and/or unobserved heterogeneity. 11 Moreover, given our use of 5-and 10-year intervals, the small time series dimension of our panel precludes us from estimating country-specific coefficients, which also represents a limitation. country-specific effects (see Table 1 ).
The first column of Table 1 Columns (2) and (3) of Table 1 (and of all Overall, the results reported in Table 1 , we conclude that the differences in the set of countries included in our sample do not substantially drive our findings.
[ Table 1 here]
Extended set of regressors
We now turn to our extended set of regressors. In particular, we add variables that proxy for financial market regulations. In addition, we include variables that pertain to financial market development, trade openness, terms of trade effects, institutional quality as well as a financial centre dummy. With 28 variables, the number of potential models now rises to almost 270 million.
We first consider the same static specification without unobserved heterogeneity as Ca' Zorzi et al. (2012a). Most importantly, we find first evidence that financial market regulations may impact the current account (Table 2 ). In particular, easing bank entry barriers and the current account are negatively correlated.
Turning to the other variables, we now find stronger evidence for the fiscal balance, population growth and the Asian crisis dummy, compared to results reported in Table 1 , all with the theoretically expected sign. In contrast, the evidence for an effect of the NFA now vanishes. Of the additional variables, we find some weak evidence that credit growth and the current account are negatively correlated, and the theoretically expected positive sign for the financial center dummy.
[ Table 2 here]
Next, we allow for country-specific unobserved heterogeneity by including country fixed effects (Table 3 ). Compared to Table 2 , a range of important differences emerge, which illustrates the importance of accounting for unobserved heterogeneity and indicates that ignoring such unobserved effects could result in misleading conclusions. We again find evidence that bank entry and the current account are correlated. The PIP now drops to below 75%, but the ratio of posterior mean to standard deviation remains above 2, indicating that the estimated effect is statistically significant.
Interestingly, we now find a larger number of robust current account determinants. In particular we find evidence of the stages of development hypothesis with relative income and its squared term with PIP above 99%. We also find robust evidence of a negative association between private credit to GDP ratio and the current account. In addition we find evidence of demographic factors robustly related to the current account, with the theoretically predicted negative sign on the old age dependency ratio. Furthermore higher institutional quality as proxied by civil liberties is associated with lower current account balances (note that the coding of the variable is inverted). We also find a positive correlation between trade openness and the current account, in line with most empirical studies. In contrast, the dummy variables (Asian crisis and financial center) loose their significance.
[ Table 3 here]
Finally, Table 4 presents the results from our preferred dynamic specification with country-specific effects. The dynamic specification is strongly supported by the data as we find decisive evidence Once we additionally account for persistence, a larger number of variables related to financial regulations become significant. We again find strong evidence that easier bank entry is associated with lower current accounts. Moreover, we now also find that bank privatization and securities markets deregulation are robust determinants of the current account. However, in contrast to easing bank access, the coefficients on these variables are positive. This suggests that different aspects of financial regulation might have opposite effects on the current account. Finally, we find that two variables relating to credit market regulations appear to be robustly related to the current account when assessed in terms of their PIP. However both of these variables have very low mean/s.d. ratios (below one), indicating that we cannot conclude the sign of this relation because of model uncertainty.
Turning to the other variables, we now find even stronger evidence (in terms of PIP) for the relevance of virtually all theories suggested by the literature. The large majority of the variables also have the expected sign. Exceptions are the young age dependency ratio, the Asian crisis dummy and the financial sector dummy which have counterintuitive signs. 14 An interesting case is the NFA.
While the large majority of empirical studies have found a positive impact on current accounts, we conclude that the direction is uncertain once we take model uncertainty seriously, as indicated by the posterior mean to standard deviation ratio of less than one. This result suggests that the lagged 
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NFA variable in studies using a static equation may capture some of the persistence effect. Once persistence is appropriately accounted for, the sign becomes ambiguous.
One variable that has received considerable attention in the literature is the fiscal balance. Our preferred specification confirms its robust relationship with current account balances and suggests that over the medium term (10 years) a 1% increase in the budget balance increases current account by 0.4%. In the long-term the effect increases to about 0.65%. 15 These estimates are somewhat larger than found in the previous literature which range from 0.1 to 0.5 (e.g. Bussiere [ Table 4 here] country-period; then, we compute the weighted median and 5% and 95% percentiles from the overall distribution of model-specific predicted current accounts.
Goodness of fit
Figures 1-3 indicate that our preferred specification accounting for unobserved heterogeneity and persistence can explain fairly well the observed current account developments. This specification also seems to provide a better fit than alternative specifications without unobserved heterogeneity and/or persistence, with the differences particularly pronounced for the period 2000-2010 in Figure   3 . We acknowledge that this finding is somewhat unsatisfying because unobserved heterogeneity and the lagged current account provide little information on the drivers of current accounts. However, as our results highlight, omitting these two factors from the empirical model would result in biased estimates and give a misleading picture of the drivers of current account balances.
Robustness
In this section we report robustness analysis with respect to different priors specifications and different temporal aggregation windows.
The choice of prior distribution specifications is always contentious in Bayesian analysis. Ley and Steel (2009) show that differences in BMA approaches can arise from different priors on the prior inclusion probability of each regressor. In our baseline specification we have used a prior 15 The long-term effect is calculated according to the following formula
inclusion probability of 50% for each variable (ξ = 0.50).
16 Table 5 displays the posterior inclusion probabilities for different prior inclusion probabilities. The table shows that our results are overall robust to variations in the prior inclusion probability. Only when we choose a very low prior inclusion probability of ξ = 0.17 for each regressor, the posterior inclusion probability of bank entry barriers and privatization of the banking sector falls below the 50% threshold. However, the PIP of bank entry barriers remains above the prior inclusion probability, indicating that the inclusion of these variables in current account models is supported by the data.
In Table 6 , we explore a different prior structure for the model space. In particular, we consider the dilution priors introduced by George (1999) in order to account for potential collinearity of the regressors. Essentially, the dilution priors downweight models with many collinear regressors by premultiplying the prior model probability by the determinant of the correlation matrix of the regressors included in this model. 17 While the PIPs of some variables are reduced, the BMA results reported in Table 6 broadly confirm the robustness of our main findings to multicollinearity concerns.
As a final robustness check, we investigate different temporal aggregation windows. In our baseline Table   7 reports results for the case of m = 5. The results are again broadly similar to our baseline results.
However, the PIP of bank entry barriers drops below 50% and the posterior mean standard deviation ratio of bank privatization falls below 2. This finding suggests that financial regulations exhibit a stronger impact on the current account over the longer term. In terms of the other variables, we find that the coefficient of the budget balance is now smaller and closer to estimates in the previous literature. Finally, the lagged dependent variable is again highly significant and precisely estimated.
[ Tables 5,6 ,7 here]
Discussion
Our results overall suggest a robust correlation between financial (de-)regulation and the current account. More interestingly, the results suggest that different aspects of financial (de-)regulation may affect the current account in opposite directions. In this section we provide some discussion of the results.
In particular, we find that easing bank entry negatively affects the current account. In light of our discussion in section 2.1, the result suggests that this aspect of financial (de-)regulation may mainly 16 This prior implies that each model is equally likely a priory, i.e., the prior model probability is 1/2 k for all models where k is the number of variables considered. 17 Note that this determinant is equal to 1 when the regressors are orthogonal and 0 when they are collinear.
affect the current account through its impact on liquidity constraints. For example, easier entry by foreign banks should facilitate lending across borders and hence access to foreign funds. Moreover, by stimulating competition, easier bank entry may encourage risk taking, which could prompt banks to lend to previously liquidity constraint higher risk clients such as lower-income households and small firms.
In contrast, we find a robust positive correlation between the current account and both securities market deregulation and bank privatisation. These findings are consistent with the view that financial market deregulation may spur savings (e.g. Edwards, 1996; McKinnon, 1973; Shaw, 1973) and hence tends to improve the current account. One possible channel is that measures, such as tax incentives, to develop (government and corporate) bond, equity and derivative markets raise both the demand and the supply of more sophisticated saving products, which help facilitate risk management and mobilise savings. Similarly, bank privatisation may spur innovation of banking products, which may also channel more savings into the financial system. At the same time, securities market deregulation and/or bank privatisation may also increase the supply of borrowing products or decrease borrowing costs. Moreover, privatised banks may be more inclined to lend to households compared to stateowned banks, which are often discouraged to lend to this sector. Both channels should ease borrowing constraints. However, our results suggest that on net the saving enhancing effect of these types of deregulations dominates.
A potential caveat to our findings is that our employed indicators of financial regulation are rather crude, measuring deregulation on scale from 0-3. For example, the securities market deregulation indicator may not sufficiently differentiate between benign measures to increase the liquidity of bond and equity markets, and the type of deregulations that have accelerated the process of securitization and emergence of highly sophisticated financial products, such as credit default options and asset backed securities. Securitization has sharply reduced borrowing costs and may have reduced the incentives of financial intermediaries to carefully screen borrowers (Keys et al., 2010) , which led to excessive borrowing and deteriorating current accounts in several countries prior to the global financial crisis. More research is clearly needed to better understand the exact channels through which different aspects of financial deregulation may affect saving, investment and the current account.
Finally, the effect of financial deregulation on the current account may depend on country circumstances. For example, the effect may differ between debtor and creditor countries, between countries with open or closed capital accounts, or may depend on development of the legal system (e.g. Chinn and Ito, 2007). One simple way to investigate such effects would be to introduce interaction effects between financial regulation variables other variables. Alternatively one could analyse the relationship across different sub-samples of countries. Unfortunately, our small country sample does not allow for this type of analysis and we leave it to future research. 16 
Concluding Remarks
In this paper, we investigate the relationship between financial market regulations and the current account balance, an area for which limited empirical evidence exists. We use a panel of countries over the period 1980-2010 and employ a novel empirical approach which allows us to simultaneously address model uncertainty, current account persistence and country-specific unobserved heterogeneity.
We find that financial market regulations are robust current account determinants even after accounting for a wide range of competing theories. Moreover, our results imply that different aspects of financial market regulations can have opposing effects on the current account, highlighting the need to take a nuanced view of financial deregulation. In particular, we find that easing bank entry barriers leads to a deterioration of the current account balance, consistent with the view of financial deregulation that financial deregulation eases liquidity constraints. In contrast, bank privatization and deregulations of securities market have a positive impact on the current account, in line with the saving enhancing view of financial deregulation.
Our results also highlight the importance to control for persistence and unobserved heterogeneity in current account estimations. Once we control for these factors, we find robust evidence for a wide range of variables related to different current account theories. For example we find strong evidence of a positive effect from fiscal balances on current accounts as well as proxies for demographics, stages of development, natural resource abundance and institutional quality. This contrasts with the findings in previous BMA exercises which account for model uncertainty but neglect persistence and unobserved heterogeneity (e.g. Ca' Zorzi et al., 2012a).
We believe that our results improve the understanding of the link between financial regulations and current account balances by identifying robust correlations. Nevertheless, more research is clearly needed to understand the channels through which particular aspects of financial regulation affect the current account. In addition, our results do not readily lend themselves to normative evaluations of current account imbalances in the spirit of the (new) External Balance Assessment (EBA) methodology of the IMF (IMF, 2013). Normative evaluations of whether current account imbalances are excessive require assessing deviations of policies from desirable or appropriate levels.
Judging the appropriateness of financial market regulatory settings is still an area of intense debate, which involves weighing efficiency consideratons against financial stability concerns, and is beyond the scope of this paper. to the reduced set of regressors with m = 10 and trade-based weights. to the extended set of regressors with m = 10 and trade-based weights. Note: This table presents the results of applying the BMA dynamic approach with country-specific effects (unobserved heterogeneity) to the extended set of regressors with m = 10 and trade-based weights. Table 4 but considering different prior inclusion probabilities. In particular ξ is the prior inclusion probability for each regressor; ξ = 0.50 refers to the uniform model priors considered in the baseline case, which implies that each model is equally probable a priori. Note: This table presents the PIPs resulting from the approach in Table 4 but considering different prior inclusion probabilities. In particular, we consider the dilution priors discussed in George (1999) in order to account for possible multicollinearity between the different regressors. Note: This table presents the results resulting from the approach in Table 4 Note that the log likelihood function in (3) can be decomposed as the sum of the between and within log likelihoods. Therefore, between variation across countries in our sample is exploited for the estimation of the parameters together with within-time variation for a given country as it is the case in the traditional OLS fixed effects estimator. Note also that regressors without time variation can also be embeded in the original x vector. 
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